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General Business Conditions 


HE upward trend of industrial activ- 

ity has continued during the past 

month, and in nearly all important 

lines is reported close to capacity or 

restricted only by the labor supply. 
The present output of construction materials, 
transportation equipment and manufactured 
goods generally has never been surpassed. 
Moreover, it is worthy of note that the activity 
of 1917, the year with the, greatest production 
record, was largely expended upon war equip- 
ment and supplies. The output- of iron: and 
steel was then going largely into guns and 
shells while now it is going into building ma- 
terial, railroad equipment, automobiles and 
. machinery. The output of the textile indus- 
tries was going largely at that time to clothe 
the armies, while now it is going to supply the 
general trade demands. The use to which 
things are put has bearing in the long run upon 
the level of prices. The present level is chiefly 
due to the fact that for several years our in- 
dustries were busy upon production that added 
nothing to the necessary equipment of the 
country. We were not building dwelling 
houses or railroad equipment to meet. the 
growing needs of the country, and now we are 
trying to catch up. One of the reasons why 
farm products are not on.as high a level as 
other things is that the demand for farm prod- 
ucts is not cumulative. The fact that. con- 
sumption is stinted in one year does not make 
a larger demand in the next year; people do 
their eating for each year in that year. 





Prosperity the Result of Balanced Industry 


We have constantly emphasized the equi- 
librium in industry as the fundamental con- 
dition of prosperity. It is rarely. maintained 
in full degree for very long; we are usually 
either rising to it or falling away from it. 
This is because the industrial organization is 
a voluntary one, in which everybody is free to 
make his own policies, and the business com- 
munity is prone to go one way or the other 
with a rush. The movement of prices is large- 
ly a matter of psychology: if the idea gets 
abroad that prices will rise, buying sets in on 
a scale that may carry them beyond all reason, 
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and on the other hand if the idea spreads that 
a decline has set in, the market may be over- 
weighted on the selling side, to such an extent 
as will carry them far too low. These swings 
of sentiment and of prices affect production, 
employment and consumption. 


During the war we had the great swing of 
prices upward, under such pressure for man- 
power ‘that nearly all products and services 
rose rather closely together; and so long as 
the equilibrium was fairly well. maintained, 
we had the appearance of prosperity, although 
in fact it was a false appearance, because so 
much of the industrial effort was being wasted. 
That waste was bound to make itself. felt 
eventually. It could not be always covered up 
by the advancing wages and prices. The situa- 
tion was steadily getting out of balance, and 
eventually collapsed. 


If everything had come down together, so 
that the equilibrium would have been main- 
tained on a lower level, a quick recovery 
would have been made, because there would 
have been buying power in the markets equal 
to full production. Some of the industries, 
however, successfully resisted deflation and 
found themselves up in the air for a year or 
more, with only a limited demand for their. 
products or services. Moreover, on the fall- 
ing’ market buying was arbitrarily curtailed 
and industries were halted in lines where a 
shortage actually existed, as’ in construction 
work of various kinds. House-building should 
have been going on at top speed ever since the 
war, the steel industry should have been oper- 
ating to capacity, instead of falling in 1921 to 
53 per cent of the output of 1920. When, how- 
ever, the opinion spread that prices were as 
low as they were likely to go, at least for the 
time being, the pressure for needed construc- 
tion and replenishing supplies in many lines 
forced a resumption of buying, and the revival 
began. As prices began to rise, confidence 
gained and experditures increased, until the 
country has reached the full swing of expanding 
activity and rising prices. It is working now 
not only to supply present needs, but to make 
up the deficit inherited from the war and the 


Those desiring this Bulletin sent them regularly will receive it without charge upon application 





April, 1923 


(SERRE ESS IRIS OE, 





idleness of 1921 and provide for anticipated 
needs. . 

For the time being the situation is fairly 
well balanced, for while agriculture is not back 
fully in line as a purchaser, the accumulation 
of demands in other quarters for the present 
makes good the shortage in that quarter. 


The Outlook 


How long will the equilibrium. be main- 
tained? The outlook for business at this time 
is very good. If industrial costs and the gen- 
eral level of prices could be held where they 
are, there is every reason to believe that this 
pace might be maintained at least through the 
present year, perhaps longer; moreover, with 
some modifications, such as naturally would 
occur if not met with organized resistance, the 
period of prosperity might be extended indefi- 
nitely. 

The check will come as the relationships be- 
tween various groups of producers are altered, 
affecting the basis upon which they exchange 
services. The farmers regained in 1922 a part 
of what they lost in 1921, but in January, 1923, 
farm products had but 68 per cent of the pur- 
chasing power over other things that they had 
in 1913. The tendency now, as other things 
are rising, is against them. The producers of 
flour, meat and most of the foodstuffs are sup- 
plying them to the wage-earners of the other 
industries upon an exchange basis that is un- 
fair to the farmer. Moreover, the farmers are 
not the only people being placed at a disad- 
vantage. A great number of the wage-earners 
will not be able to get their pay increased to 
correspond with the rises that are talked of 
in some of the favored industries. As prices 
rise all those whose incomes are not increased 
in equal proportion will have to curtail ex- 
penditures somewhere. 


Retail Prices Lag Behind Production Costs 


As yet these rising costs are only slightly re- 
flected in retail prices. They are taking place 
in the processes of manufacture. The woolen 
goods manufacturers of New England have 
generally granted an advance of 12% per cent 
to their employes and leading cotton goods 
manufacturers are doing the same. These will 
be reflected in cloths and garments months 
hence, and the effect upon consumers’ demands 
cannot be known until then. In both instances 
these increases in the cost of manufacture fol- 
low important increases in the cost of the raw 
material, so that there is double reason for 
concern about the effect on the consumptive 
demand. A great part of the cotton goods pro- 
duction is sold to populations whose buying 
power at best is very low. 


The farm implements which are being sold 
this spring have been made at lower costs 
than such implements can be produced for 


from this time forward. The test of the 
effect upon agriculture will come when this 
year’s production is offered at retail. And 
so it goes throughout the industries. 


Carrying the Risk 


This interim between the advance of costs 
and the movement of the goods into consump- 
tion presents the chief. problem of the situa- 
tion. Manufacturers and dealers are in doubt 
how far it is safe to go with this rising price 
movement. Manufacturers to some extent are 
covered by orders, but they were covered like- 
wise in the Spring of 1920 and had most of 
the orders cancelled. Retail dealers cannot 
cover. 


Evidently it is not desirable to have prices 
advanced beyond the level at which consump- 
tion can be sustained. The temporary charac- 
ter of these periods of expanding demand has 
been demonstrated over and over again. The 
phenomena are all familiar—a congestion of 
demands, due in part to a preceding period of 
depression, rising costs and prices, curtailment 
of demand, downward turn of prices, cessation 
of buying until costs and prices are readjusted 
on a lower level, then a repetition of the pro- 
gram. When the time of depression and un- 
employment comes, unemployment conferences 
are held to consider how industry may be 
stabilized, and agitation develops against the 
so-called “capitalist” order of society under 
which such deplorable conditions exist. 


Overdoing Prosperity 


The trouble arises from the impatient efforts 
of the public to drive the industrial organiza- 
tion beyond its capacity. A competitive situ- 
ation develops in which the various industries 
bid against each other for the limited supply 
of labor and materials. The labor organiza- 
tions recognize their opportunity, and natu- 
rally make the most of it, to their own dis- 
advantage later, because the wage-earners ar? 
as much interested as anybody in stable con- 
ditions. When the available labor supply is 
already fully employed, a competitive struggle 
over it does not increase production. It sim- 
ply forces up wages and prices until declining 
consumption offers an effective check, and un- 
fortunately it is then too late to avoid the 
backward swing into depression. It is more 
difficult to adjust wages and prices downward 
than upward, and a state of prosperity which 
if intelligently kept in balance might have 
lasted for years, is thus wrecked. 


There is good reason for believing that the 
level of industrial costs in this country is al- 
ready fully as high as can be sustained, with 
a general revival of industry and competition 
over the world. 





Postponing Work 


There are hopeful signs in many quarters of 
an inclination to hold up enterprises that have 
been under consideration and await the turn 
for equipment and materials, rather than strug- 
gle for precedence under advancing costs. 
Every such decision tends to prolong the pres- 
ent period of prosperity, and is in every way 
advantageous. Secretary Hoover has done a 
wise thing in writing a letter to the President 
urging the suspension of building operations 
by the United States government until there 
is a relaxation of the present demand upon the 
building trade industries. The policy should 
be adopted by public authorities generally and 
in private operations so far as may be neces- 
sary to keep the demands upon the industries 
within their capacity. 

The capacity of the industries in their full 
swing is very great, and there is no reason to 
doubt that they will be able to supply all wants 
without very protracted delays. 


The Question of Inflation 


Much that is written uvon the subject of 
“inflation” treats it as mainly a banking condi- 
tion, to be judged by the state of reserves and 
the ability of the banks to grant credit with- 
out undue expansion, having regard simply for 
their own safety. This view does not include 


the most important phase of the subject under 


existing conditions. Bank reserves in this 
country are unusually high, as the result of a 
heavy movement of gold to this country, which 
in turn has been the result of the one-sided 
state of our foreign trade during and since the 
war. We undoubtedly have more than our 
proper share of the world’s gold, based upon 
such a balanced state of trade as is mutually 
advantageous, and allowing for the reserves 
which other countries should have, as a base 
for their currencies and to maintain stable ex- 
changes. One reason then why bank credits in 
this country should not be expanded to con- 
form to the present reserves is that present 
conditions are abnormal and that eventually 
we probably will have to give up a portion of 
these reserves. 


Moreover, as set forth above, the industries 
of the country are already working practically 
at capacity, or to the limit of the labor sup- 
ply. Under this condition they cannot use 
much more credit to advantage. They have all 
they need at the present level of prices; the 
use of more will do nothing but finance a 
competitive struggle and drive up costs and 
prices, which clearly is undesirable. 

Credit should be available to finance ex- 
panding production, but when production has 
reached its limit credit expansion has reached 
the limit of its usefulness also. The place to 
exercise the most effective control over infla- 
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tion is at its beginning. Since the banking 
system should aim to give stability to the 
business situation, it follows that in regulating 
the supply of credit it should be governed by 
the state of industrial activity as well as by 
the state of its reserves. 


Just a Little Inflation 


We have a letter containing the following 
inquiry, and as it presents a point frequently 
raised, we give it in full: 

Would not an inflationary period of say some two 
years duration, and within more reasonable limits 
than the last period of inflation, be beneficial in the 
direction of making it possible for the government to 
derive much larger income taxes through the plenti- 
fulness of cheap money than could possibly accrue 
with business moving at a more normal pace? It is 
not conceivable that the ordinary expenses of the 
government would increase sufficiently to take up 
this increase in tax receipts, and this would make it 
possible to very effectively reduce the present large 
principal of government indebtedness, mak.ng the re- 
duction of principal and the payment of interest 
considerably easier for succeeding years. 


This suggestion is answered in the forego- 
ing. The country’s wealth and the govern- 
ment’s revenues must be increased by produc- 
tion. It is desirable to supply credit to the 
extent that production may be increased, but 
to this extent there is no inflation. Beyond 
this point, where additions to the credit supply 
expend their influence in forcing up wages and 
prices, every increase of prices means a cor- 
responding reaction later which more than off- 
sets the apparent benefits of the boom. The 
government revenues might gain during the 
inflation but they would fall below normal 
when the inflation had spent itself. Business 
is best served by stable conditions. 

Inflation is a difficult condition to deal with, 
for prices that are made by inflation require 
more inflation to sustain them. As with the 
use of liquor or a drug, more is constantly 
required to produce the same effect. 

It is true that a permanent increase in the 
supply of money may establish a permanently 
higher price level, but that depends upon inter- 
national adjustments, and we already have in 
this country a level of prices which the inter- 
national adjustments are likely to lower. 


Agr‘cultural Credits Act 





In the last days of the recent session the 
Congress rather hurriedly put together the 
Lenroot and Capper bills and passed them as 
an act under the title of the “Agricultural Act 
of 1923,” together with certain amendments to 
the Federal Reserve act making the newly 
authorized agricultural credits rediscountable 
upon certain terms at the reserve banks, and 
providing for the admission to the Reserve sys- 
tem of State banks having a paid-up capital of 
$15.000 upon condition that the capital shall 
be increased to the present minimum, $25,000, 





April, 1923 





out of earnings. The Act also provides for ex- 
tending the time under which the War Finance 
Corporation may continue to make advances 
up to February 29, 1924, and for a joint Con- 
gressional Committee to inquire into the fail- 
ure of eligible State banks to join the Federal 
Reserve system. 

The Lenroot and Capper bills were put to- 
gether practically as independent measures, 
and their provisions will be administered sepa- 
rately, those of the Lenroot bill under the Fed- 
eral Farm Loan Board and those of the Capper 
bill. under the Comptroller of the Currency. 
Although the scope of the two systems is not 
quite the same, they are so much alike in char- 
acter and purpose as to suggest that if the leg- 
islators had had more time the measures might 
have-been advantageously merged and oper- 
ated with less machinery. 

The Lenroot system establishes twelve Fed- 
eral Intermediate Credit Banks, as adjuncts to 
the existing Federal Farm Land Banks. The 
officials of the Land Banks are to be the offi- 
cials of the new institutions, and direct their 
operations, but while the new institutions are 
modeled closely after the Land Banks, they are 
entirely independent in capital, assets and lia- 
bilities, Instead of lending upon land security 
and making such loans the basis of debentures, 
the new banks are to lend upon paper based 
on personal or corporate credit, supported by 
endorsements, warehouse receipts, chattel 
mortgages, etc., and make such paper the basis 
of debentures. 


Capital and Functions 


The capital for these Intermediate Credit 
Banks is to be $5,000,000 each, supplied by the 
Treasury of the United States, the Secretary 
of the Treasury being instructed to subscribe 
for the stock. The banks will not do business 
with individual borrowers, but are author- 
ized— 


(1) To discount for, or purchase from, any national 
bank, and/or any State bank, trust company, agri- 
cultural credit corporation, incorporated live-stock 
loan company, savings institution, cooperative bank, 
cooperative credit or marketing association of agri- 
cultural producers, organized under the laws of any 
State, and/or any other Federal Intermediate Credit 
Bank, with its indorsement, any note, draft, bill of 
exchange, debenture, or other such obligation the 
proceeds of which have been advanced or used ‘in 
the first instance for any agricultural purpose or for 
pas porns, breeding, fattening, or marketing of live 
stock: 

.(2) To buy or sell, with or without recourse, de- 
bentures issued by any other Federal Intermediate 
Credit Bank; and 

(3) To make loans or advances direct to any co- 
operative association organized under the laws of any 
State and composed of persons engaged in produc- 
ing, or producing and marketing, staple agricultural 
products, or live stock, if the notes or other such 
obligations representing such loans are secured by 
warehouse receipts, and/or shipping documents cov- 
ering. such products, and/or mortgages on live stock: 
Provided, That no such loan or advance shall exceed 
75 per centum: of the market value of the products 
covered by said warehouse receipts and/or shipping 
documents, or of the live stock covered by said 
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The amount of paper which an Intermediate 
Bank may purchase or discount for a local 
bank is limited by a restriction corresponding 
to the lawful rights of the latter to incur such 
liabilities. Other provisions regarding loans 
are as follows: , 

(c) Loans, advances, or discounts made under this 
section shall have a maturity at the time they are 
made or discounted by the Federal Intermediate 
Credit Bank of not less than six months nor more 
than three years. Any Federal Intermediate Credit 
Bank may in its discretion sell loans or discounts 


made under this section, with or without its indorse- 
ment. 


(d) Rates of interest or discount charged by the 
Federal Intermediate Credit hanks upon such loans 
and discounts shall be subject to the approval of the 
Federal Farm Loan Board. On the majority vote of 
the members of the Federal Farm Loan Board any 
Federal Intermediate Credit Bank shall be required 
to rediscount the discounted paper of any other Fed- 
eral Intermediate Credit Bank at rates of interest to 
be fixed by the Federal Farm Loan Board. 


The Federal Intermediate Credit Banks will 
have authority to issue collateral trust deben- 
tures, or bonds, to be sold to investors, with a 
maturity at time of issue of not more than five 
years, which shall be secured by at least a like 
face value of cash or obligations purchased or 
discounted under the foregoing provisions; 
this authority to issue debentures being limi- 
ted to ten times the bank’s paid-up capital and 
surplus. Rates of interest on debentures or 
other obligations shall be fixed by the Federal 
Farm Loan Board but must not exceed 6 per 
cent per annum. The United States Govern- 
ment assumes no liability upon such issues. 


The spread between the rate of interest on 
debentures and the rate of interest or dis- 
count maintained by an Intermediate Bank 
shall not exceed 1 per cent. The rate of inter- 
est or discount charged by banks or other or- 
ganizations rediscounting with an Intermedi- 
ate Bank must not exceed the rate charged by 
the latter by more than 14 per cent. 


The net earnings of the Intermediate Banks 
will be divided equally, one-half going to the 
United States Treasury and one-half to the 
surplus fund of the Bank, until the surplus 
fund equals the capital and the Treasury is 
thus reimbursed, after which 10 per cent shall 
be added to surplus and the remainder will go 
to the Treasury as a franchise tax. 


The debentures and other obligations of the 
Intermediate Banks shall be tax-exempt, the 
same as in the case of the Federal Land Banks. 
They will swell the volume of investments 
available ‘to persons of large incomes, and by 
means of which the latter may readily and 
lawfully escape the high income surtaxes. 


National Agricultural Credit Associations 


The credit organizations contemplated by 
the Capper end of the Act are called National 
Agricultural Credit Associations. They are to 
be organized under and supervised by the 
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Comptroller of the Currency, like national 
banks, including examinations. 

‘The class of business they are authorized to 
do is practically the same as that to be done 
by the Intermediate Credit Banks, except that 
while the latter may take paper ranging in 
maturity from 6 months to 3 years, these as- 
sociations are restricted to paper running not 
more than 9 months from the time of pur- 
chase, except where secured by mortgage on 
live stock, when the paper may run three 
years. They may issue collateral trust deben- 
tures, and pledge the paper which they have 
purchased. They may charge interest rates 
not in excess of the legal rates in the States in 
which they are operating. - 

The United States Government supplies no 
capital for these National Agricultural Credit 
Corporations, nor is their number limited. 
They are a form of debenture corporation 
which may be organized anywhere, provided 
that they must have ‘a subscribed capital of 
not less than $250,000, at least one-half paid-up 
in cash. Unlike the Intermediate Credit Banks, 
these associations may do business directly 
with the public. It is further provided, how- 
ever, that National Agricultural Credit Asso- 
ciations having an authorized capital of $1,- 
000,000, instead of having the right to do busi- 
ness direct with the public shall be institutions 
of rediscount, like the Intermediate Credit 
Banks, except that they may rediscount only 
for banking institutions that are members of 
the Federal Reserve system, and purchase 
paper from cooperative agricultural associa- 
tions upon the security of warehouse receipts 
or shipping documents. 

Member banks of the Federal Reserve sys- 
tem are permitted to become stockholders in 
National Agricultural Credit Associations, to 
the extent of 10 per cent of their capital and 
surplus. 

Shares in National Agricultural Credit As- 
sociations, dividends upon them, or income 
from their obligations, are not exempt from 
taxation, but State taxation must not be 
higher than upon national banks or other 
moneyed capital in the hands of individual 
citizens. 

There are numerous provisions for safe- 
guarding the operations of these associations 
and regulating their administration which 
need not be mentioned here. 


Comments Upon the Legislation 


Bankers generally have abstained from com- 
ment upon these measures while they were 
pending, for the reason that while they have 
been skeptical as to the value of the legisla- 
tion, and have considered some features ob- 
jectionable, they have not regarded the forms 
of credit proposed as actually unsound, and 


‘land banks. 


have been indisposed to antagonize projects 
so widely heralded as offering relief to agri- 
culture. The Economy Policy Commission of 
the American Bankers’ Association went so 
far as to endorse the general plan,. although 
its endorsement did not apply to the loan of 
government funds, This has naturally fol- 
lowed the inauguration of the policy for the 
Every new form of government 
aid or class legislation suggests further steps 
in the same direction. 


> 

It is a curious circumstance that this special 
legislation should be carried through with 
great acclaim by the leadership of a group that 
at the very same time was proclaiming: its 
virtuous intention to do away henceforth with 
all class legislation, and denouncing the ship- 
subsidy bill in particular because it proposed 
to take money from the Treasury for the ben- 
efit of a class. 


There .is much to be said on the principle 
against voting aid out of the Treasury for 
any class of business, but it never will be said 
very effectively by people who want an ex- 
ception made of their own business. Of course 
the farmers believe that aid for agriculture 
will benefit everybody, but no measure of gov- 
ernment aid was ever offered for which the 
same argument was not urged. 


Need for the Legislation. 


There is very little in the new legislation for 
which authority does not exist under the State 
laws, or which goes beyond the common prac- 
tice of the national and state banks throughout 
the country. We pointed out some months 
ago that a corporation was already doing busi- 
ness at Des Moines, known as the Iowa Farm 
Credit Corporation, with a paid-up capital of 
more than $1,000,000, which was able to do 
practically everything that either of the Inter- 
mediate Credit Banks or the National Agricul- 
tural Credit Associations can do, except issue 
tax-exempt securities. As for carrying loans 
nine months or longer, it is a familiar fact 
that subject to renewal such loans have been 
plentiful enough in both state and national 
banks throughout all their history. 


The common statement that the rule of the 
Federal Reserve banks against rediscounting 
agricultural paper of more than six months 
maturity prevented the farmers from obtain- 
ing longer credit, has ignored the fact that the 
paper may run six months from the time it is 
rediscounted by the Reserve bank, in addition 
to the time it has been held by the member 
bank. The statement that the Federal Reserve 
system is not helpful to agriculture fails also 
to take account of the fact that the ability to 
rediscount any kind of paper with the Reserve 
banks enlarges the ability of the member 
banks to give accommodations to farmers. 
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It remains to be demonstrated that there is 
any considerable number of farmers of the 
class able to offer security for credit who have 
not been getting it. The complaint of lack of 
credit facilities has been chiefly from people 
who could not offer a proper basis for accom- 
modations or who have borrowed more than 
is good for them, although in boom times the 
banks are sometimes at fault in misplacing so 
much credit that they do not have enough to 
go around where it is deserved. All of this, 
however, does not prove that credit facilities 
are inadequate. 


The first condition precedent to the use of 
credit is that the would-be borrower shall have 
demonstrated that he is capable of using: it 
advantageously. The best way he can do this 
is by working for wages, saving something 
from his wages and making a smali start with 
the capital thus acquired. The man who is 
able to make a showing of this kind generally 
is able to command a proportionate amount 
of additional capital. 


Use of Credit Overdone 


There is a tendency to over-estimate what 
might be done if a great fund of credit was 
made available. People are prone to think 
if only a reservoir of credit could be ta ped 
conditions might be revolutionized. They 


imagine that all farms might be improved, 


production increased, living and working con- 
ditions changed forthwith; but this is not pos- 
sible. Such changes are gradual and evolu- 
tionary. Even if the credit or money was to 
be had, the physical labor required would have 
to be spread over a long time. The real im- 
provement of conditions is accomplished by 
the labor that can be spared for that purpose 
over and above that required to make a living. 


The amount of capital that is available for 
borrowing is limited, and exaggerated by the 
various schemes that are always being ad- 
vanced for floating bond issues. It must be 
saved by somebody, and if more emphasis was 
laid upon saving and less upon borrowing 
progress would be more rapid. The use of 
credit within reasonable limits is good: it en- 
ables persons who have capital and who by 
reason of advancing years, want of experience 
or lack of inclination are unable to use it, to 
place it at the command of other persons who 
desire and have the opportunity to use it. The 
transfer under such conditions increases pro- 
duction, but the manufacture of credit on a 
great scale does not increase the supply of 
labor or increase production. There is no doubt 
that the amount of credit commonly in use is 
far beyond the needs of industry, and that the 
production of the country might be fully as 
great as it is with a very much smaller em- 
ployment of credit. 


Evil Effects of Excessive Indebtedness 


This excessive use of credit tends to make 
the business situation more sensitive and un- 
certain. It makes the fluctuations of prices and 
employment more violent. It is mainly re- 
sponsible for our great swings between pros- 
perity and depression. If a person owns a 
given property without indebtedness he is ina 
more secure position than if he owns twice as 
much property only one-half paid for, and if 
in his eagerness for big profits he gets to be 
the owner of four times as much property 
but in debt for 75 per cent of its value, his 
position is precarious. When such over-reach- 
ing becomes general, the situation is critical, 
and ripe for a collapse. 

The average man thinks he could make 
money rapidly if he only had plenty of credit 
to work with, but experience goes to show 
that the average man will do better to plod 
along the steady course of saving something 
from what he earns, confining his investments 
rather closely to his savings, at least until he 
has made substantial accumulations, and by 
that time the question of where he can get 
credit will have solved itself. 

If any illustration was needed of the futility 
of great borrowing iacilities to improve the 
condition of the farmers the increase of farm 
mortgage indebtedness in the United States by 
about 130 per cent in the ten years from 1910 
to 1920 would supply it. Does anybody think 
the productive capacity of the farms increased 
in that proportion, or that the position of 
farm-owners as a class was improved by that 
borrowing? 

- This increase of mortgage indebtedness was 
largely due to a competitive struggle for land, 
promoted by the facilities for borrowing, and 
it had the effect of greatly increasing the sell- 
ing values of land, which of itself was no real 
gain to agriculture. The borrowing facilities 
were intended to aid the would-be purchaser 
of land, but it is a question whether the net 
result was not to make it more difficult for 
young farmers to attain ownership. 

The cattle industry has been named as suf- 
fering especially from want of credit, but in 
this case the situation was clearly the result 
of a previous over-expansion of credit. For 
several years a competitive situation existed, 
cattle-growers bidding against each other for 
stock cattle and financing themselves largely 
with borrowed money. They ran prices up 
until the industry was in an unsafe position. 
The situation was more critical by reason of 
the fact that so much of the borrowing was 
on short-time paper, and in this respect the 
new legislation for long-term credit is ex- 
pected to be helnful, but the fundamental 
cause of the trouble was too much borrowing, 
regardless of terms. Too much credit was 
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responsible for the excessive prices of stock 
cattle, which increased the grower’s invest- 
ment and made it more difficult for him to 
produce beef cattle at a profit. There prob- 
ably would have been as many cattle in the 
country without so much indebtedness on 
them, just as there would have been as much 
land in the country if there had not been so 
much indebtedness placed on it. 

It is only as production is stimulated that 
any general benefit can come from increased 
credit facilities, and it seems a little strange 
that throughout the discussion of these credit 
measures no account seems to have been taken 
of the fact that according to common com- 
plaint in the agricultural districts production 
is too large now, making prices too low. 


State Banks and the Reserve System 

The Joint Committee of Congress to con- 
duct the inquiry into the disinclination of 
state banks to join the Reserve system con- 
sists, on the part of the Senate of McLean, 
of Connecticut, Weiller, of Maryland, and 
Glass, of Virginia; on the part of the House 
of McFadden of Pennsylvania, Dale of Ver- 
mont, Strong of Kansas, Wingo of Arkansas 
and Steagall of Alabama. It has been stated 
that the committee will not begin its inquiry 
for somé weeks yet. 

The amendment to the reserve act voted 
at the last session, by which state banks hav- 
ing a paid-up capital of $15,000 may join the 
reserve system under the condition that they 
shall set aside at least 20 per cent of their 
net earnings annually for the increase of their 
capital until the latter reaches $25,000, seems 
to set the seal of Congressional approval upon 
stock dividends based upon earnings, notwith- 


standing recent Congressional oratory on that 
subject. 


Price-Fixing 

The proposition that the government should 
guarantee a “fair price” for staple products, 
in order that the producer may know what 
he can count upon, evidently has obtained wide 
currency in the agricultural districts, and was 
put before the last Congress in definite form 
by a bill introduced by Senator Gooding, of 
Idaho, proposing an appropriation of $300,000,- 
000 to stabilize the price of wheat at $1.75 per 
bushel for the crop of 1923, and at such price 
for the crops of 1924 and 1925 as may be fixed 
later by the “Wheat Stabilizing Corporation” 
to be established by the bill. The bill received 
a favorable report by the Committee on Agri- 
culture of the Senate, but was not reached on 
the calendar before the adjournment of Con- 
gress. 

Perhaps it is well to have the proposition 
put in tangible form, for its weaknesses are 
more apparent in the details than in a vague 





general proposition. The United States exports 
approximately 25 per cent of its wheat produc- 
tion, and this portion must be sold in world 
markets in competition with wheat grown in 
other countries. Wheat is grown everywhere, 
and the production of other countries can be 
readily increased if there is a relatively better 
price for wheat than for other crops. The ef- 
fect of raising the price of wheat in this coun- 
try above the price of competing supplies 
would be to cause all other supplies to be taken 
first, and at the enhanced price the rest of the 
world would soon arrange to get along with- 
out any wheat from the United States. At the 
same time, the higher price would stimulate 
production in the United States, and tend to 
shift consumption to other foodstuffs, unless 
the prices of the latter were fixed to cor- 
respond, and the government would have to 
buy and store the increasing surplus, without 
any prospect of its ever being wanted. Of 
course the folly of this would soon be ap- 
parent, and the plan would have to be aban- 
doned or the government would have to as- 
sume the task of limiting the production of 
wheat. How would the government go about 
regulating the production of wheat? Would 


it say that each farmer might put only a cer- 
tain percentage of his land in wheat, regard- 
less of the size of his farm or the character 
of the soil and its adaptability to wheat, or 


would it undertake to name farmers who might 
grow wheat and farmers who must grow other 
crops? Evidently the regulation of the pro- 
duction of wheat would be a very important 
new governmental function. 


Prices Interdependent 


The advocates of government price-fixing 
apparently have little comprehension of the 
complex system of prices which exists through- 
out the business world, and which adjusts 
production and consumption to each other. 
There is a far-reaching relationship of prices— 
an equilibrium of prices—which must be main- 
tained in order that the exchanges may readily 
go on. These relatianships are changing all 
the time with changes in supply and demand. 
If a grain crop is short the price of that prod- 
uct must go up in order to throw the demand 
to some substitute, while if the crop is large 
the price must go down in order to stimulate 
consumption. The markets are quick to re- 
spond to these influences. Producers know that 
their goods must move into consumption or 
they will be forced to curtail production. To 
fix a price above the figure at which goods 


will be taken for consumption is folly. 


56 


Example of Corn and Live Stock 


Almost the only demand for corn is for 
feed for live stock, and it is necessary that 
there shall be a relationship between the pro- 
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duction of live stock and of corn. Sometimes 
this relationship is lost sight of for a while, 
and the balance is lost. In 1920 corn was too 
high to be fed profitably, and a good many 
farmers reduced their holdings of live stock, 
particularly hogs. Then in 1921 and the fore 
part of 1922 there were not enough animals to 
balance the supply of corn, with the result 
that corn fed to hogs yielded about $1.00 per 
bushel while corn was selling in the markets 
at 40 to 60 cents per bushel. The cry went up 
that the government should fix the price of 
corn at a fair price, but the situation corrected 
itself in 1922, when the farmers produced more 
pigs. to eat the corn, and so brought the re- 
lationship between corn and hogs back to nor- 
mal. That change was brought about auto- 
matically by the low price of corn. If the gov- 
ernment had undertaken to relieve the situa- 
tion by buying corn-for storage at a “fair 
price,” the farmers might have gone on indefi- 
nitely raising more corn than there were hogs 
to eat it, and the government would have had 
no way of disposing of the corn. Under the 
pressure of economic law the farmers brought 
the situation back into balance, and the only 
real remedy was put into effect. 

This example of corn and hogs illustrates 
the entire price situation. The goods which 


one group of people produces must be traded 
for the goods which the other groups produce. 


Money is a convenient intermediary, but it is 
a mistake to suppose that anybody, govern- 
ment included, can pay money for products 
unless he can turn around and dispose of the 
products for consumption. It does no class of 
producers any good to have their products 
simply pile up. in. storehouses; that process 
must soon come to an end. There must be a 
prompt adjustment of _price-relationships 
throughout industry in order that all kinds of 
products may be taken off the market and con- 
sumed. When the changing character of this 
relationship is understood the utter imprac- 
ticability of government price-fixing will be 
seen. It may. serve a temporary purpose in 
time of great emergency, like war-time, when 
the government is trying to concentrate all the 
energies of the nation upon one purpose, but as 
a permanent policy it simply interferes with 
the beneficent workings of economic law. 


Prices Must Conform to Natural Conditions 


A knowledge of the workings of economic 
law also answers the sensational alarms that 
are sent out about arbitrary price-fixing in 
various lines. Price-fixing by combinations of 
producers must take account of natural mar- 
ket conditions. The price must be low enough 
to move the entire product into consumption 
and high enough to induce sufficient produc- 
tion to meet the demand. This means that 
price fixing cannot for any considerable time 


be an arbitrary action. It will defeat its pur- 
pose unless.it complies with both of the fore- 
going conditions. The arbitrary price-fixer, 
given ever so much power, really has very 
little choice. He wants the largest aggregate 
profit, and in nearly all businesses that is 
obtained on a large production, hence we find 
as a rule that big business seeks a large vol- 
ume of output on a small margin of profit. 


The Cooperative Raisin Growers 

The raisin-growers of California have fur- 
nished an example of successful cooperative 
business. They control a large proportion ot 
the raisin production of California, and have 
been successful in bringing order out of 
chaos in the industry. and making the industry 
profitable. . 

When the “Sun-Maid Raisin-Growers” was 
formed in 1912 there apparently existed a 
state of over-production in the industry, for 
prices to grape growers were unremunerative, 
the growers were in debt and the outlook ‘un- 
promising. Under the operations of the as- 
sociation the demand for raisins has enor- 
mously increased, prices have advanced to a 
remunerative basis, and production has _ in- 
creased several times over. 

The records of tonnage handled by the as- 
sociation, and of prices and aggregate value 
of production handled is as follows: 

Tonnage 
handled by 
Association 
24,512 - 


59,228 
73,635 


Price per 
Ib. f. 0. b. 
Value 
$1,499,470.71 
4,275,743.67 
5,244,725.21 
7,570,808.99 
10,262,597.77 
13,992,787.59 
16,530,045.01 
36,345,138.43 
38,456,827.82 
39,048,000.00 
37,980,000.00 
240,000 (estimated) 








The tonnage of the early years was dispro- 
portionately small, inasmuch as the associa- 
tion. was building up its membership, and did 
not handle the share of the crop which it has 
later. Mr. Seymour, its general manager, has 
stated that the average of the total tonnage 
for the five years prior to 1912 was about 
70,000 tons. The organization now handles 
about 90 per cent of the raisin production. 

The raisin-growers have been very prosper- 
ous in recent years, as may be judged by the 
figures for prices and values. Their lands have 
advanced to high selling values, $1,000 per 
acre or thereabouts, they have had money to 
spend or invest, ‘and the cities in the raisin 
territory have all reflected the improved 
conditions. ‘ 

It might appear to the casual observer that 
all this had been brought about simply. by 
raising the price through concentrated con- 
trol over selling, but the management :knows 
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better than that. The fundamental factor in 
the improved conditions has been the increased 
consumption. Before the association began 
operations raisins were a drug on the market, 
with a heavy carry-over from year to year 
depressing the price, but a demand was devel- 
oped which cleared up the crop year after year 
at advancing prices. 


Developing the Demand. 


Probably the raisin-growers took a leaf from 
the experience of other fruit-growers on the 
Pacific Coast, who had learned to standardize 
their product, guarantee quality, and market 
it in an attractive manner. At any rate, they 
offered raisins in appetizing atray, and then 
they launched upon an advertising campaign 
which has involved a steadily increasing ex- 
penditure, until for 1923 the appropriation is 
said to be $1,200,000. The advance in price 
has been an incident to the increased demand 
and would not have been possible without it. 


The raisin-producers within the Sun-Maid 
association, however, have no monopoly. It 
is favorable to the formation of such an asso- 
ciation that the bulk of the raisin grapes are 
grown within a comparatively small territory, 
instead of over a great territory at home and 
abroad, as in the case of the. farm staples, but 
it is not difficult to increase the production of 
raisin-grapes in California, as appears from 
the above figures. As the price goes up, natu- 
rally the acreage in grapes has been expand- 
ing, and Mr. Seymour is responsible for the 
statement that the plantings to date indicate 
that within five.years the production of raisins 
will be above 400,000 tons pér. year. .The price 
is behind the production, but behind the price 
must be consumption. The raisin crop each 
year must disappear in consumption to make 
way for the next. Price-fixing that would 
merely provide for buying and storing the crop 
would accomplish nothing. 


That the raisin-growers appreciate. this is 
to be seen by the price declines of the last 
two years. The price must be adjusted to clear 


the market. Nothing but the success of the 
management in creating a larger detnand has 
sustained the price at the present level in the 
face of the increased production, and it is evi- 
dent that in the long run the price of raisins 
will be fixed by the same old law of supply 
and demand so often pronounced out-of-date 
and ineffective. The profits which are earned 
by superior organization and service will be 
retained ; those which result from mere control 
over price-fixing will not in the long run be 
excessive. So long as the returns for produc- 
ing raisin-grapes are attractive, as compared 
with the returns upon other crops, production 
will continue to increase. If the association 
does not admit all applicants to membership, 


the latter will compete on the outside; if it 
admits them it must find a market for their 
product. 

A reorganization of the raisin-growers’ as- 
sociation is now being made to enable it to 
cope more effectively with the increasing vol- 
ume of production. The growers find it neces- 
sary to pay in more capital, in order to create 
the margin of borrowing power necessary to 
good credit. Moreover, it is deemed prudent 
to abandon the practice of contracting to pay 
the growers a fixed price. 


Sugar, Oil and Steel 


In the past month there has been a flurry 
in the sugar market, with rising prices and a 
controversy as to whether or not the supply 
and demand situation has warranted the ad- 
vance. Opinions differ upon that point, and 
naturally those who think affirmatively have 
acted accordingly, but among sugar producers 
the general feeling has been one of anxiety 
that a repetition of the experience of 1920 be 
averted. In the latter year a runaway market 
occurred, with the result that the consumption 
of sugar was curtailed all over the world, and 
sugar came to this country in such quantities 
that a violent reaction occurred, most disas- 
trous to everybody in the industry and the 
trade. Producers and regular traders are 
interested in stable conditions, with prices so 
adjusted that production will not be unduly 
stimulated and that the supply will move 
steadily into consumption. 

The oil industry is one in which prices are 
a frequent subject of comment and investiga- 
tion. Both production and consumption of oil 
have been. expanding at an enormous rate in 
the last fifteen years. Production at times 
has increased more rapidly than consumption, 
and prices have fallen sharply, but over this 
period of years the price has recovered and 
advanced, because that was necessary to stimu- 
late production. The demand has been required 
to make the price and the price has been re- 
quired to produce the supply. In the last two 
years stocks of crude oil and the products have 
increased, but although prices have weakened 
at times they have recovered. This showing 
of strength in the face of increasing stocks is 
explained by the prevalent belief that the pro- 
duction of oil in this country is near the zenith, 
and that before many years it will begin to fall 
off, while demand will go on increasing. There 
are buyers willing to store it. The successive 
price advances in crude in recent months, in 
the face of increasing stocks, does not support 
the theory that oil prices are controlled by a 
single interest. 

In the oil business as in other lines the larger 
companies have made large profits by a per- 
centage upon the turnover that is low as com- 
pared with ordinary business operations. 
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W. C. Teagle, President of the Standard Oil 
Company of New Jersey, before a sub-commit- 
tee of the Committee of Manufactures, United 
States Senate, a few weeks ago, speaking of 
the earnings of that company for the period 
January 1, 1920 to June 30, 1922, said: 

The gross sales of the Standard Oil Company (New 
Jersey) and its domestic subsidiaries in their do- 
mestic oil business during the two and a half years 
period referred to were $1,516,000,000, and the profits 
from that business were $53,000,000, or 3.56 per cent. 
Out of every dollar paid by the consumer for our 
petroleum products in that period we have retained 
3.5 cents. Applying this basis of figuration, and as- 
suming that consumers of our gasoline paid an aver- 


age retail price of 27 cents pér gallon, the profit of the 
company was less than 1 cent per gallon. 


It is commonly accepted that the iron and 
steel business is so closely organized that seri- 
ous price fluctuations do not occur in its prod- 
ucts, but the composite figures of average 
prices for the principal products of the indus- 
try, published monthly by the Iron Age, showed 
for February, 1922, average prices 49 per cent 
below the average of August, 1920. The de- 
cline in price followed the decline in demand. 


Capital Levies 


The proposal for a heavy direct levy upon 
all property values for the purpose of reduc- 
ing the onerous burden of public debt was en- 
dorsed by the Labor Party of Great Britain 
in the campaign preceding the last election, 
and the leader of that party, Ramsay McDon- 
ald, has recently declared that the party will 
continue to stand for the policy. Aside from 
the fact that the idea of despoiling the rich 
is a rather appealing one to many people, the 
proposal for a capital levy for debt-paying 
purposes seems to have enlisted considerable 
support, the attractive idea being that of 
making a great reduction in the public debt 
at one stroke, in order that taxation might 
be reduced thereafter. 


The following statement, taken from a let- 
ter appearing in the London Times, in which 
reference is made to Mr. Clynes, one of the 
labor leaders, indicates how readily the public 
rises to the old idea of getting something for 
nothing whenever it is presented in new form: 


The object which Mr. Clynes has, I believe, in view, 
is to increase the wages fund by every possible means; 
he wishes, by the redemption of debt, to set at liberty 
for employment as capital the large sums at present 
applicable to the payment of interest on the various 
loans raised by the Government during the Great War. 
Supposing that this could be accomplished without 
grave injustice or disturbance of credit, the nation, 
1 think, would stand to gain; for a redemption of 
debt upon a large scale appears to be an indispen- 
sable preliminary to any reduction of our income-tax 
to something like its pre-war level——Rev. Walter 
Crick, Oving Rectory, near Chichester. 


Of course it would be very desirable to ef- 
fect a reduction in the public debt. There can 


be no argument about that. If a benefaction 
could be vouchsafed from On High to pay the 


public debt of Great Britain or the United 
States, in such manner that every creditor 
would have his claims satisfied in full with- 
out cost to the tax-payers, a miracle would be 
performed, and nobody would raise a protest 
against it. However, it is not likely that even 
the reverend author of the above quotation is 
expecting a miracle of this kind. Nor does 
he have any definite idea of how large sums 
of money can be paid by the Treasury with- 
out first collecting them from somebody. He 
probably does not consider that the solution 
of that problem is up to him; the leaders of a 
political party have proposed to get rid of the 
debt, and it strikes him that the purpose is a 
laudable one, providing, of course, it can be 
accomplished without any unpleasant effects. 


The Dislocation of Capital 


The trouble with the scheme is that it dips 
out of the same pool that it pours into. It 
proposes to relieve the industries of future 
taxation, thereby it is argued, enlarging the 
wage-fund, but the process would take a large 
part of their capital away from them at one 
swipe. 

In the United States the income and so- 
called excess profits taxes have been made 
payable in installments, for the express pur- 
pose of enabling the tax-payers to make pay- 
ments, so far as practicable, as income accrues 
and is available in the form of cash. The fact 
that this consideration is shown in the collec- 
tion of taxes which take only a portion of the 
tax-payer’s income, suggests how serious 
would be the effects of attempting to collect 
at one time a levy deliberately fixed much in 
excess of the tax-payer’s total annual income. 

It is one of the first and most fundamental 
rules of sound taxation that it shall not ex- 
ceed income, or compel the tax-payer to part 
with any portion of the capital necessary to 
carry on his regular business. If taxation is 
so heavy as to require the sale of fixed invest- 
ments, the tax-payer will not only suffer the 
loss of the amount taken by the government, 
but an additional loss by reason of the sacri- 
fice he is compelled to make under forced sale. 
If the situation was general, so that nearly 
every property-owner was under the necessity 
of borrowing or selling, there would be no 
buyers and a state of panic would result. Of 
course all business and employment would be 
adversely affected, the regular revenues of the 
Treasury would decline, and the “wage-fund” 
would be reduced instead of increased. 

Such a levy would seem to relieve tax- 
payers who paid upon personal earnings or 
consumption, at the expense of tax-payers who 
paid upon income derived from capital, but 
when the disturbance of all business conditions 
is taken into account it will be found that the 
former would suffer rather than gain. The 





April, 1923 


EE ET TT IS ENS IS LL AE INET AI ATE, ee " 


regular processes of industry cannot be de- 
moralized without affecting personal earnings. 

The theory is advanced that it would not 
reduce the actual amount of capital in the 
country, or even despoil the capitalistic class, 
as it would simply take capital from one set 
of owners and give it to the holders of the 
government debt, who are also capitalists. On 
the other hand, it certainly would not increase 
the wealth of the country or the productivity of 
the industries; for only as the debt is paid by 
savings is the wealth of the country increased. 

The evil effects of the scheme would come 
from the confusioa that must result from forc- 
ing a great transfer of capital from one set 
of owners to another. Imagine the owner of 
real estate, perhaps already mortgaged, com- 
pelled to meet a tax-levy of one-half, or even 
one-quarter of its value, or a manufacturer 
obliged to meet a similar levy upon his in- 
vested capital. Allowing it to be true that in 
the long run the stated sums must be raised, 
is there any doubt as to the choice of the tax- 
payer, as between heavy taxation of income 
over a long period of years or confiscatory 
taxation of his capital? Or can there be any 
doubt that what is best for the tax-payers as 
. a class is best for all classes in the country? 
The scheme does not recognize the importance 
of stability in business affairs. 


The Government as a Partner 


It is suggested that the capital tax would 
be payable in installments, or that the gov- 
ernment would accept a proprietary inter- 
est in every tax-payer’s property and business, 
which he might buy back eventually or that 
might be sold on the market as opportunity 
offered. If the installment idea means that 
payments will be made out of income, it is 
an abandonment of the capital tax and a re- 
turn to the income tax. If, on the other hand, 
the levy is one which cannot be paid out of 
current income, the transfer of an interest in 
the business will accomplish nothing. It will 
not increase the amount that can be gotten out 
of the property. Productivity will not be in- 
creased, and the ability of the individual own- 
ers to pay taxes will be reduced. Neither the 
wealth of the country nor the welfare of any 
part of its population will be enhanced by hav- 
ing the government take over any share of the 
industries, even if it gets them for nothing. 
The benefits arising from the industries are in 
what they produce, and if anything has been 
demonstrated by government activities in in- 
dustry it is that they do not increase produc- 
tion. 

The Swiss Referendum 


The capital-levvy scheme met a signal de- 
feat in Switzerland in December. The Swiss 
right of initiative entitles any fifty thousand 
citizens to initiate legislation, and in the exer- 


cise of this right the Socialist Party brought 
forward a bill levying a tax of 8 per cent. on 
capital sums of about $15,000, the rate of tax 
rising to 60 per cent on fortunes over $500,- 
000. Both Chambers of the Swiss Parliament 
rejected the proposal by overwhelming ma- 
jorities, and petitions were circulated for a 
referendum. The plan was put forward by 
the headquarters of the Socialist Party, not 
for the purpose of redeeming debt, but to pro- 
vide funds for social reforms. It appears that 
88,000 persons signed the capital levy petition 
and the vote was 109,434 in its favor, .with 
730,584 votes in the negative. 


As soon as the date of the plebiscite was 
actually fixed public excitement began to 
grow. In one week withdrawals of bank de- 
posits were estimated to have exceeded 100 
million francs; Swiss bonds and shares were 
sold wholesale, and the proceeds reinvested in 
foreign sceurities. In other words, Swiss se- 
curities were transferred in large amounts to 
foreigners, who were to be exempt from the 
levy. As was to be expected, the anxiety to 


sell caused a heavy decline in the values of 
securities ; State funds fell on an average by 2 
per cent in one week, and in the same period 
other Swiss securities lost 1 per cent of their 
value. Efforts to raise new capital were com- 
pletely checked. The town of Winterthur, 
which invited subscriptions of five million 


francs in four-and-a-half per cent bonds, re- 
ceived applications for only about one-quarter 
of the amount which it needed. Work people 
in their alarm at a possible raid on their sav- 
ings withdrew their balances from the banks; 
the rate of interest rose, and if it had con- 
tinued, as it would have done if the bill had 
been passed, business enterprise, which de- 
pends upon bankers’ credits, would have been 
severely checked. Several Socialist meetings 
held on November 26 passed resolutions pro- 
testing against the project, and several influ- 
ential labor leaders turned against it. 


The Schemes for Leveling Possessions 


Schemes for taking property out of the 
hands of the rich usually are prompted by the 
idea that they have more than they need while 
other people have less than they need. The 
property which is available for distribution. 
however, for the most part, is productive prop- 
erty, i. e., property whose value consists in 
the production of a stream of goods entering 
into general consumption. It is an abund- 
ance of these consumptive goods that is of 
real importance, and that depends upon the 
skill, knowledge and ability with which the 
productive properties are managed. Under the 
existing competitive system property tends to 
increase in the hands of the people most com- 
petent to manage it and make it productive, 
and this is desirable from the standpoint of 
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the less competent, as well as of the more com- 
petent, because it increases the general supply 
of consumable goods. It would be very satis- 
factory to have a more equal distribution of 
wealth, provided it signified that the masses of 
the people were rising to the intelligence and 
capabilities of the leaders, but otherwise it 
would be unfortunate, because production 
would be diminished. 


It has been shown over and over again, by 
calculations which cannot be disputed, that 
an equal distribution of the national income 
would not give every head of a family as much 
as the average skilled worker now receives. 
There must be some premium for superior ser- 
vice, and when this principle is conceded the 
theories for improving the common welfare by 
levelling individual possessions are all found to 
be illusory. 


European Consumption 


We have a letter from an American citizen 
temporarily in Europe, written from Paris, 
containing the following paragraph, which is 
passed on to the wheat-producing regions for 
such consideration as they may think it merits. 
Suggestions along this line when made by 
Eastern bankers have not always been favor- 
ably received: . 


I have also wondered whether the systematic cam- 
paign being carried on here in France at the present 
time in the direction of reducing the consumption of 
wheat has been brought to-your attention. This 
propaganda, under the direction of the Ministry of 
Agriculture, is being carried on throughout all of 
France through placards in public places, in the res- 
taurant cars and even in the headlines of some of 
the newspapers on a scale suggesting the similar 
eampaigns undertaken during the war. This cam- 
paign is coupled with positive directions applying to 
bakers requiring the mixing of a certain portion of 
rye, barley or potato flour with wheat in bread 
making, and I am told that the Ministry of Agricul- 
ture has anticipated decreasing the importation of 
wheat by one-half, from say two million tons a year 
to approximately one million tons, I have enquired 
of the principal wheat importers as to whether this 
campaign has actually had a practical effect in re- 
ducing the volume of importations to date, and their 
opinion seems to be that it has not yet had any ap- 
preciable effect in this direction. Inthe long run, 
however, it seems to me it must have some influence, 
and that therefore Mr. Borah’s eonversion to the be- 
lief that something affirmative must be done to aid 
in the solution of the European problem is an intel- 
ligent reversal of attitude in the interest of the 
American producer. 


Guaranty of Deposits 


We venture to make public the following 
extract from a letter recently received by us 
from a correspondent bank in one of the States 
where the banks are operating under an offi- 
cial guaranty system. Commenting upon this 
system the letter says: 


In addition to having our own troubles to take 
care of we have had to help pay off these “busted” 
banks. In the last two years and a half they have 
assessed us about one-half of our capital stock, very 
little of which we expect to get back. In fact we 
have charged off our total earnings for the last two 


years, passing our dividends on this account, and I 
am glad to report that we now have our assessment 
charged down to about $6,800.00, which I feel was 
doing pretty well under the existing conditions, 


Of course such a system multiplies banks, 
increases the competition for deposits and has 
the tendency to make all banks look alike to 
the public. Character counts for nothing in 
the banking business, where the banker who 
has it is compelled to back up the banker who 
doesn’t have it. The effect is to favor the 
accumulation of deposits in untrustworthy 
hands and compel the good bankers to stand 
the losses which their competitors make. The 
public is reimbursed, but the economic losses 
which result to the community from the 
waste of capital is a serious matter, not to 
speak of the injustice inherent in the system. 





World’s Paper Currency, 1914 to 1923 


(By O. P. Austin, Statistician, The National 
City Bank of New York.) 


World paper currency made its most spec- 
tacular record in 1922. Measured by the nom- 
inal or face value of the respective currencies, . 
the world’s note circulation, outside of Rus- 
sia, today aggregates 10 times as much as one 
year ago. Russia’s total is 40 times as much as 
a year ago, Germany 35 times, Austria 17 
times, Poland four times, and Hungary three 
times as much as one year earlier. 

This startling record of the five principal 
countries of Central Europe, while it greatly 
enlarges the world’s nominal total, is in 
marked contrast with that of the remaining 
30 countries for which late currency figures 
are available, since one-half of the 30 show de- 
creases in 1922 and the remainder but com- 
paratively slight increases. The 30 countries, 
outside of the five Central European States 
above named, show a net increase of but 4% 
in their total circulation in the year ending 
with March, 1923. 

This enormous increase in the grand total 
of world paper circulation does not of course 
mean a corresponding increase in purchasing 
power, for in the countries in which great in- 
creases occur the advance in prices measured 
by the inflated currency has about kept pace 
with the quantitative increase in paper. But 
it is a fact that the world’s total, exclusive of 
Russia, measured by face value, aggregates 
today 10 times as much as one year ago, al- 
though the total of the non-Soviet world had 
scarcely more than doubled in any single year 
from the close of the war to the beginning of 
1922. 

That this large increase in world paper cur- 
rency has not been accompanied by any cor- 
responding increase in gold available as a re- 
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serve, is evidenced by the fact that. the world’s 
output of new gold in 1922 is the smallest in 
the past 20 years, being but $350,000,000, of 
which over two-thirds was sent to the United 
States. 

Some Details of the Deflation 


This startling record of world currency dur- 
ing the past year justifies a brief study of the 
details. Russia’s total of paper currency, ac- 
cording to statements by her Commissar of 
Finance, stood at the end of 1921 at slightly 
more than 11,000,000,000,000 Soviet rubles, and 
according to the London Economic Review of 
January 26, 1923, was 450,000,000,000,000 ru- 
bles at the end of 1922, the total at the end of 
1922 being thus 40 times as much as one year 
earlier. Germany’s total in March, 1922, stood 
at the comparatively moderate figure of 121,- 
000,000,000 marks, against 4,272,500,000,000 on 
March 15, 1923, the total at the latter date be- 
ing thus 35 times as much as one year earlier. 
The increase in the week ending March 15 was 
401,200,000,000 marks. Austria’s total in Jan- 
uary, 1922 stood at 239,600,000,000 crowns, and 
4,113,000,000,000 in March, 1923, or 17 times 
as much at present as one year ago. Hun- 
gary’s total stood at 26,000,000,000 marks in 

1922 against 74,000,000,000 in 1923, or about 
three times that of a year ago, while Poland 
showed a total of 239,000,000,000 marks in 1922 
compared with 909,000,000,000 in 1923, being 
thus about four times as much as one year 
ago. 

eThe decrease in purchasing power of the 
paper in the countries in which large quanti- 
tise of currency have been issued is illustrated 
by a statement published in U. S. “Commerce 
Reports” of February 19, 1923, which says 
that “The inflation of the (Soviet) currency 
continues on an enormous scale, and prices 
in terms of this currency at the end of the 
year were about 15,000,000 times pre-war 
prices.” The same authority states in its is- 
sue of March 19 that “prices in Poland at the 
end of 1922 were approximately 3,000 times as 
high as before the war.” : 

he second distinct record made during the 
year consists, as already indicated, of actual 
reductions of notes in approximately 15 coun- 


tries and a distinct check in the rate of growth 


in fifteen others. The list of countries in 
which actual reductions have occurred includes 
Great Britain, the Scandinavian States, Neth- 
erlands, Switzerland, Spain, Czecho-Slovakia, 
the British colonies generally, Japan, Egypt 
and the United States. The countries in which 
the increase is comparatively small include 
France, Italy, Belgium, Bulgaria, Roumania, 
Greece, Jugo-Slavia, Portugal and Brazil. 


Efforts to Reestablish Relations to Gold 


One of the interesting features of the year’s 
developments in those countries that are swim- 


ming in fiat paper money, has been the move- 
ments inaugurated in several to get back to re- 
lations with a gold basis. They all show a 
longing for gold, notwithstanding the fact 
that some of the governments started on their 
wild paper money jag with the avowed belief 
that the idea of a gold basis was an-inven- 
tion of the “international bankers,” for the 
purpose of exploiting the common people. 

These efforts to re-establish fixed relations 
between the currencies and gold of course 
are futile so long as currency issues continue to 
be made for the purpose of meeting treasury 
deficits, but the proposals and preparatory 
legislation show that the governments have be- 
come convinced of the necessity of getting 
back to a metallic unit of value. 

The Polish Government some months ago 
endeavored to rectify the position of its paper 


. currency by the attempted issue of a loan ex- 


pressed partly in terms of gold “Zlotys,” one 
“Zloty” being equivalent to one gold franc, but 
as the loan under those terms did not prove 
a success the proposed new unit, “Zloty,” has 
not been put into actual use as a method of 
measurement of the existing paper currency. 
In Russia the issuing department of the new 
State Bank has begun the issuance of gold 
bank notes in denominations “Tscherwonzy” 
(I “Tscherwonzy” equalling 10 gold rubles) 
and these have been issued in a comparatively 
limited quantity, fully covered by a special re- 
serve of gold and foreign exchange held by 
the State Bank. Efforts to use this standard 
in measurement of existing paper rubles, how- 
ever, are held in abeyance, and the paper ruble 
still continues as the standard unit in business 
transactions. In Germany a proposal has been 
discussed for some time for a government loan 
payable in terms of gold for the purpose of 
giving the people a form of investment of 
stable value to which they could resort in- 
stead of foreign currencies or securities, the 
idea being that it would change hands readily 
and can be redeemable in the mark currency 
at the value of the latter from day o day. This 
plan finally has taken form in a gold loan of 
$50,000,000. 

In Austria officials are still utilizing the gold 
crown as the basis of their financial statements 
and estimates for the deficits of the coming 
year and the government has been able by 
means of aid obtained through the League of 
Nations to establish a new central bank of 
issue which is entirely dissociated from the 
treasury. No increase in the currency supply 
of Austria has been made since November 18, 
1922. 

In Hungary and Czecho-Slovakia a new gold 
currency unit to bear the title “ducat” which 
is to have a mint parity equivalent with that 
of the British sovereign has been proposed by 
governmental officials, and a statement is made 
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that the Czecho-Slovakian Government in- 
tends to mint gold ducats im the near future 
and put them into circulation, though not yet 
ready to undertake the task of establishing a 
fixed gold value for the paper currency. The 
Latvian Government has adopted the practice 
of budgeting in gold values, the gold “lat” be- 
ing equivalent to the gold franc. In Lithuania 
a gold unit for purposes of calculation bearing 
the title “lita” is utilized, the equivalent being 
one-tenth of the United States Dollar. 

Commenting upon these efforts in behalf of 
the gold currency unit, made in recent months 
by countries having very great quantities of 
paper currency, the London Statist of Febru- 
ary 17, 1923, remarks that: 

The important bearing of this practice on Euro- 
pean financial reorganization and the desirability of 
its adoption in all countries whose paper currencies 
have ceased to perform a sufficiently stable measure 
of value, is of much greater importance than might 
appear at first sight, one significance being that the 
countries concerned have committed themselves to 
future adoption of the gold standard when universal 
currency stabilization will eventually be achieved; 
and also means that official sanction has definitely 
been given by these governments to the principle of 
devaluation of their present currencies, and that they 
have thus recognized the failure of the existing cur- 
rencies to perform the functions of money, and as- 
serted their right to redeem the present monetary 


units not at their issue values but at their depreci- 
ated values, 


Government Deficits 

The excess of expenditures over actual re- 
ceipts is the underlying cause of the increases, 
especially the recent increases, in paper cur- 
rency. With governmental expenditures ex- 
ceeding receipts from taxation, the excess of 
payments can only be met by new borrowings 
or by increases in the issue of paper currency, 
and with the difficulties which many countries 
find in floating new loans the issue of addi- 
tional currency is the last and only resort 
of the government, which must find some way 
to meet the daily demands resulting from an 
excess of expenditures above actual receipts. 
This “deficit habit,’ which prevailed in many 
countries during the war and has in too many 
instances continued since that period, is doubt- 
less due in some degree to the inability or un- 
willingness of the authorities to reduce the 
number and compensation of their civil and 
military employees to the pre-war figure, while 
the reduction in purchasing power of the cur- 
rencies in many countries» compe!s increases 
in the nominal salaries and in other expenses. 
Even in the Unitd States, where the fields 
beckon and the factories clamor for service, 
and where radical efforts have been made to 
reduce governmental expenses in recent years, 
the number of its employees and the com- 
pensation paid them still stand materially 
higher than in the year preceding the war. 

These deficits appear in the 1923 budget 
estimates of nearly a score of countries the 
world around, but especially in Europe. What 


they will aggregate in total, and especially in 
those countries in which currency depreciation 
compels a continuous enlargement of the defi- 
cit, cannot be definitely stated, but a few exam- 
ples cited by the London Statist in its recent 
issues evidence the prospect of still further in- 
creases in paper currency which these budget 
deficits seem likely to produce. The Austrian 
“Economy Budget” for 1923, says the Statist, 
estimates for deficit of 5,294,000,000,000 paper 
crowns. This is being reduced by the man- 
agement of the Financial Adviser, Mr. Zim- 
merman, of Holland, who represents the 
League of Nations. 

Budget figures for Germany have to be con- 
stantly revised in an upward direction owing 
to the rapidity of the depreciation of the mark, 
and the latest budget estimate announced in 
the Reichsrat on March 20 shows, according 
to Associated Press dispatches from Berlin of 
date March 21, a deficit of 7,100,000,000,000 
paper marks for the year 1923. In France, 
the estimates for the “ordinary budget” alone 
indicated a deficit of about 3% billion francs, 
but efforts have more recently been made by 
the legislative bodies to enact new revenue 
measures by which the suggested deficit may 
be reduced. In addition to the ordinary budget, 
however, France has to provide for the “spe- 
cial” budget, devoted to reconstruction work. 

Even conservative Czecho-Slovakia esti- 
mates for 1923 a deficit of 559,000,000 crowns, 
which, however, it expects to cover without 
borrowing or currency issues; the Belgium 
deficit is estimated as 2,935,000 francs; the 
Italian budget for 1922-3 4,000,000,000 lire, 
while in most of the new Baltic States the 
deficit contagion has been felt and their 1923 
estimates call for expenditures somewhat in 
excess of their estimated receipts. For Portu- 
gal, the Financial Chronicle puts the 1923 
deficit at 500,000,000 escudos, and the Econom- 
ic Review in recent issues indicates a slight 
deficit for conservative Netherlands and 
Switzerland. Announcement of large Soviet 
deficits from month to month during 1922 
presage still further enlargements of the So- 
viet currency in 1923. This deficit habit has 
apparently extended even to the Far East, for 
the U. S. Commerce Reports, under date of 
March 12, 1923, state that the budget of India 
for 1922-3 shows a deficit of 175,000,000 rupees, 
and statements of Indian Government officials 
indicate that deficits have occurred on fre- 
quent occasions in recent years. 

The table which follows shows from official 
records wherever possible, and in other cases 
from accepted authorities, the quantity of pa- 
per money and gold reserve in 35 principal 
countries of the world in 1914, 1919, 1922 and 
1923. The figures for 1923 both as to paper 
circulation and gold reserve are for the latest 
date obtainable, while those of 1922 are for the 
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corresponding date in that year, thus rendering _tive countries only, the extremely low and 
practicable a determination of the percentage constantly fluctuating exchange value in many 
of increase or decrease in the respective coun- _—cases rendering impracticable any attempt to 
tries during the past 12 months. The figures reduce them to the common unit of United 
are presented in the currencies of the respec- States Dollars as on former occasions. 








WORLD PAPER CURRENCY 
1913 to 1923 


(000,000 omitted) 








1914 1919 1922 1923 
Note cir- Note ir- Not Note 


By e 
culation Gold culation Gold Circulation Gold Circulation 





Argentina 1,177 390 1,363 j 1,363 

Australia : 55 2 52 

Austria 37,107 239,695b i 4,113,000 
france 934 4,697 6,295 6,902 

milreis 1,720 2,074 

Bulgaria lev 

Canada dollar 

Chili peso 

Czecho-Slovakia 

Denmark 

Egypt 

Esthonia 

Finland 

Franoe 

Germany 

Greece drachma 

Hungary crown 

India, British 

India, Dutch ...........000 aiialianaiel 

Italy (m) 14,547 

Japan 327 1,245 

Jugo-Slavia .... inar ° ° ° 4,640 

Netherlands Q 989 

New Zealand a . * 

Norway 113 368 

Peru 2 a * 6 

Poland 239,332 2 1,177,000 

PTCA  sccccsccsccsccscssescsas ee @SCudo 42%h o 723 1, 

Roumania leu 2 13,672 15,264 

Russia ruble 11,000,000 450,000,000 

Spain peseta 4,207 4,116 

Sweden krone d 541 2 504 

Switzerland 825 841 

Turkey 150 150 

Union “South Africa * * 

Uruguay peso 11 55 64 64 

United Kingdom pound 29 40 394 108 418 401 

United States dollar 1,056 1,023 4,050 2,107 3,302 3,266 
















































































a Austro-Hungarian Bank (includes Austria and Hungary). 
b Exclusive of 20,000,000 notes of Austro-Hungarian Bank. 
ec Exclusive of rubles and finmarks largely circulated. 

d Exclusive of holdings abroad. 

e Exclusive of Darlehnska hein. 

f Includes holdings abroad. 

4 = with Austrian figures (Austro-Hungarian Bank). 
i 1918. 

j Gold, silver, balances abroad, etc. 

k Includes Bank of England and “Currency Note Account.” 
m Bank of Italy only. 

* No data. 
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